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1 - Introduction

In recent papers
, we drew the attention to the emergence of the puzzling configuration of U.S. imperialism in the early 2000s, a combination of strength and new inner threatening trends.

A first observation is that the United States remains a very powerful imperialist country and the hegemon among other imperialist countries. As such, it draws enormous amounts of capital income—interest, dividends, and profits retained by the affiliates of transnational corporations—from the rest of the world. And the assertion of neoliberalism at the beginning of the 1980s added to this drain. To illustrate the amplitude of this transfer, we contend that, in the average since the early 1980, these flows of income from abroad amounted to about 80% of the total after-tax profits of all U.S. corporations resulting from their domestic activity (that is on U.S. territory).
 Note that this claim abstracts from other dramatic mechanisms, such as the pressure placed on the price of raw materials, including energy, or the low cost of labor in countries of the periphery.

Since the early 1980s, the relative income of the top brackets of the income pyramid increased tremendously. This is actually what neoliberalism is all about. When compared to the rest of the population, the income of the better-off fraction of households—the holders of capital and top wage-earners—remained at a comparatively low level during the decades of the “Keynesian compromise”, from World War II, when they were suddenly reduced, to the end of the 1970s. In particular, the structural crisis of the 1970s, with low profit rates, a depressed stock market, and low, or even negative, real (corrected for inflation) rates of interest had taken a heavy toll on the income and wealth of the better-off fractions of the population. The restoration of the situation of these groups since the mid-1980s was the product of the rise of interest rates and dividends paid out, in combination with huge salaries (including stock options). Since World War II, wage inequality was rising to the benefit or the 10% or 15% better-off fractions of households. Globally, the latter decades of the 20th century can be characterized by the assertion of dramatic income inequality.
 These large flows of income to the benefit of top income brackets led to a tremendous wave of consumption on the part of households. This rising consumption resulted in a growing deficit of foreign trade, with imports growing faster than exports. The ensuing flows of dollars toward the rest of the world could have resulted in their massive sale but, actually, foreigners used these flows of currency to (financially) invest in the United States. In a sense, one may say that they “financed” the U.S. economy.

The outcome of this course of events is that the stock of assets of foreigners on the U.S. economy rose rapidly. The total of foreigners' assets on the United States grew from 19% of U.S. Gross Domestic Product (later GDP) in 1984 to 72% in 2003. By the same year, this total was the double of the assets of this country on the rest of world. Beyond the uncertainty concerning the continuation of these trends, a crucial issue is the cost for the U.S. economy, which must now pay for this financing. An outflow of capital income toward the rest of the world is gradually building up. Thus, there are two facets to U.S. imperialism at the beginning of the 21st century: pumping powerfully income from the rest of the world and... paying it back to foreign capitalists, firms, and states!

The following obvious questions must be raised: How much? How fast? Can such trends be maintained? Until when? Can U.S. hegemony over the imperialist camp be preserved under such conditions? What can be done? The rest of this paper addresses some of these issues. We begin with a more specific account of present external disequilibria and their trends.

2 - Growing imbalances

A first basic stylized fact is the widening deficit of trade. Figure 1 shows the growth of both imports and exports in the United States since 1950, as a percentage of GDP. In the third curve, one can observe the swelling deficit of trade reaching 4.5% in 2003.



Figure 1. Imports and exports of the United States (%)
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In the three first figures, the variables are expressed as a percentage of U.S. GDP. In all figures, trends are determined for the period of 20 years: 1984-2003. 
Source: NIPA (BEA)

Figure 2. U.S. assets on the rest of the world and assets of the rest of the world on the United States (%)
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Source: Flow of Funds (Federal Reserve); NIPA (BEA)



Both the U.S. economy holds assets on the rest of the world, and the rest of the world on the U.S. economy. One can equivalently refer to the liabilities of the rest of the world vis-à-vis the U.S. economy, and those of the United States vis-à-vis the rest of the world. Note that assets include loans in the strict sense of the term, but also liquidities, stock shares, and the net worth of the affiliates of transnational corporations. Thus, “liabilities” in this context only partly mean debt.

These two stocks of assets are shown in figure 2, expressed as percentages of GDP. A first observation is that these percentages display an upward trend. One can further notice that, from 1985 onward, the holdings of foreigners became larger than those of the United States (both amounting to 20% of GDP in 1985). In 2003, the assets held by foreigners on the U.S. economy reached 72% of GDP in this country, to be compared to 36% for U.S. holdings on the rest of the world. We denote the difference as the U.S. net external position (the stock of U.S. assets abroad minus the stock of assets of foreigners on the United States); changing the sign, the same variable can be referred to as the net assets of foreigners. This is the variable shown in the third line in figure 2. These net assets of foreigners remained negative prior to 1985, meaning that U.S. assets on the rest of the world were larger than the assets of foreigners on the U.S. economy. Since 1985, the opposite situation prevails and the net assets of foreigners reached 35% in 2003.

The dramatic rise of the assets held by foreigners is the expression of the deficit of trade as in figure 1. (For accounting reasons, and abstracting from the flows of income, the yearly deterioration of the net external position of the United States is equal to the deficit of trade.)

It is parenthetically interesting to observe the composition of the assets of foreigners. In 2003, government securities represented 26% of the total; stock shares (including foreign direct investment), corporate bonds, and loans to firms amounted to 57%; the remaining 16% were made of deposits, open market paper, etc. Thus, more than half of the involvement of foreigners in the financing of the U.S. economy directly concerns enterprises, not the U.S. Government (about a quarter of the total).
To the stocks of assets correspond flows of capital income: dividends, interest, and the earnings of the affiliates of transnational corporations retained abroad. These flows are shown in figure 3, as percentages of GDP. The figure reveals that, in 2003, the flows of income received by the United States were approximately equal to those paid to foreigners, although the latter hold assets on the U.S. economy twice larger than U.S. assets abroad. This is only possible because the yearly rate of return on U.S. assets abroad is the double of the yearly rate of return accrueing to foreigners when they invest in the United States. (Double assets at half the rate of return produce the same income flows.) 



Figure 3. Flows of capital income received from the rest of the world and paid to the rest of the world
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The third line represents the excess of the flow of income received by the United States over the flow received by foreigners from the United States. 
Source: NIPA (BEA)

The levels and profiles of rates of return are shown in figure 4. In the average between 1984 and 2003, they were respectively equal to 12.7% and 7.5%.
 The figure also emphasizes the dramatic fall of these rates during the period. A closer examination reveals the following additional observations, though they are not all central to our argument in this section. First, one can notice that the constant difference in levels to the advantage of the U.S. economy was  significantly, though temporary, reduced in the early 1980s. Second, the rise of rates up to the 1970s is evident for both series. One must, however, keep in mind that these rates are not adjusted for inflation: Real rates grew actually at the beginning of the 1980s. Third, the fall of rates after the peak in the 1980s came earlier and was sharper for foreigners. One can finally observe that the rates fell dramatically in the recession of the early 2000s and remained very low in 2003. In 2003, the rate of return on U.S. assets abroad was equal to 8.4%, while that of foreigners only amounted to 3.7%.
Figure 4. Rates of return on holdings

[image: image4.png]1950-2003
19‘55 ! 19‘65 ! 19‘75 ! 19‘85 ! 1d95 ! ZdO5
Rate of return of U.S. assets abroad: (——)
Rate of return of foreign assets in the U.S.:





By rates of return, we mean the ratio of all income flows to the total stock of assets, that is an “apparent” rate of return. The flow of income in period t is divided by the stock of assets in period t-1.
Source: NIPA (BEA); Flow of Funds (Federal Reserve)



The pattern of decline of rates of return shed some light on the interpretation of income flows in figure 3. The net flow of income tends to stagnate during the 1990, in spite of the steady rise of the net stock of assets as in figure 2. This is due to the variation of rates of return in favor of the U.S. economy. While the ratio of the rate of  return in favor of U.S. investors to that in favor of foreign investors was 1.12 in 1984, the ratio had been increased to 2.25 in 2003.
3 - Assessing present and future disequilibria

One difficulty is to assess the magnitude of the stocks and flows identified in section 2, in an economically meaningful manner. How can be interpreted the fact of reaching a given percentage of GDP for each of stock and flow variables? Below, we suggest three distinct benchmarks, depending on the variables considered:

1. Total or net stocks of assets. It is interesting to compare the stocks of assets to other masses emblematic of the financing of the U.S. economy. The net worth (total assets minus debt) of U.S. nonfinancial corporations provides such an indicator of the scale of the required financing in the production sector. It would be more adequate to consider all corporations, including the financial sector, but no straightforward measure of their net worth is available. Our estimates suggest, however, that, in the early 2000s, the net worth of financial corporations represented about one fifth of that of nonfinancial corporations.
 In 2003, the net worth of nonfinancial corporations in the United States amounted to 84% of GDP, and there is no reason to believe that this percentage will change rapidly.
 A stock reaching 100% of GDP is, thus, superior to the net worth of all nonfinancial corporations, or about equal to the total net worth of all corporations. Thus, the benchmark of 100% of GDP provides a straightforward and easy assessment of the size of the contribution of foreigners (for either their total assets or their net assets). Obviously, foreign assets also contribute to the financing of Government's expenses, although this contribution only represented 26% of their assets in 2003. The debt of the U.S. federal Government, in 2003, amounted to 44% of GDP. The debt of the federal, state and local governments represented 61% of GDP. Thus, a stock equivalent to 100% of GDP is approximately the double of the public debt.
2. Total flows of income. The income flows between the United States and the rest of the world are the sum of interest, dividends, and the retained profits corporations outside the country that invests. Thus, a quite significant comparison is to relate these amounts to the total of interest and dividends received by U.S. households, minus interest paid, plus the retained profits of all U.S. corporations. We denote this amount as the “total capital income” of U.S. agents:

	Total capital
income
	 = 
	Personal capital income
 (net interest + dividends)
	 + 
	Retained profits
 of corporations


It includes both flows originating domestically and internationally
, and is net of income flows paid to the rest of the world. It measures the capability of the U.S. economy to generate capital income for U.S. households and business. (Note that “personal” refers to households including sole proprietors and partners.)

In the average, over the period 1984-2003, this total capital income reached 14.8% of GDP. Consequently, in the assessment of the size of inflows of income to the United States or outflows, we use the benchmark figure of 15%. If the flow of income paid by the United States, reach, for example, 5%, this means that it is equivalent to a transfer to the rest of the world of one third of the total capital income in the United States.

3. Net flows of income. These flows are obviously smaller than total flows. We suggest to compare them to the domestic after-tax profits of all corporations. This is a telling benchmark providing a measure of the outcome of economic activity in the country in terms of profits.

In the average, between 1984 and 2003, these profits represented 3.8% of GDP. We use as a benchmark figure, the percentage of 4%. If, for example, the net flow of income from the United States to the rest of the world, taking account of what it receives, is larger than this percentage, it means that the country pays more to the rest of the world than the flow of profits of all its corporations.

In the remainder of this paper, we use the benchmarks 100%, 15%, and 4% to assess stocks and flows in 2003 or before, as well as in the future. We also calculate the year in which the variables reach the corresponding benchmark figure.
4 - The prolongation of trends

This section provides a first assessment of the future of U.S. imperialism implied in the trajectories depicted in section 2 by prolonging the existing trends of stocks of assets or flows of income. We determine trends during the last 20 years (1984-2003) for which data are available. The period is that of the two neoliberal decades, after the deep recession and sharp recovery of the early 1980s. (Recall the 1979 “Volcker shock” and Ronald Reagan's re-election.) The trends are represented in the figures by doted lines (·····). We prolong these trends over 20 other years, that is up to 2023.

	Table 1 - The prolongation of trends, Assets (% or year)

	
	Observed value
 in 2003
	Projected value
 in 2023
	100% of 
GDP in

	U.S. assets abroad
	36.3
	55.8
	-

	Foreigners' assets
	71.6
	126.5
	2014

	Net foreigners' assets
	35.4
	70.6
	2040

	-: never, i.e. actually never or after 2065.


Table 1 shows the results for the stocks of assets as in figure 2. The stock of U.S. assets in the rest of the world increases from 36.3 of GDP, the observed value in 2003, to 55.8% in 2023. As could be expected, the stock of assets of foreigners on the U.S. economy grows to a considerably larger level, from 71.6% of GDP in 2003, to 126.5% in 2023. Correspondingly, the net stock of assets doubles from 35.4% to 70.6%. The most striking result is, however, that the stock of foreigners' total assets reaches the threshold of 100% of GDP in 2014, and the net stock in 2040! We do not repeat here the comparative assessments with other variables introduced in section 3.

Consider now income flows as in figure 3. The prolongation of the trend of income flows paid to foreigners shows a rise from 2.5%, the value observed in 2003, to 3.8%, along the trend, in 2023. This represents a significant, though not overwhelming, deduction, given the benchmark of 15%. An increasing transfer from the capital income of U.S. households (including profits retained within corporations) to foreigners is at issue. It is obvious that the growing payments to the rest of the world will gradually encroach on those paid to U.S. households (or retained within corporations) since an U.S. security is either held by an U.S. household or a foreign agent, but not by both.

Consider, finally, the net flow of income from the rest of the world to the United States, still as in figure 3. In the average from 1984 to 2023, it reached 0.46% of GDP. In 2003, this percentage (the observed value) was 0.50%. Prolonging the declining trend to 2023, one reaches about 0% and, in the following years, negative values. Thus, the direction of the net transfer of income is inverted as gradually more net income is paid to the rest of the world.

5 - A simple model

This section provides a more sophisticated assessment of ongoing trends taking account of various interdependences among variables. This new framework has two advantages over the one in the previous section. First, coherence is ensured. Second, it is possible to investigate more carefully ongoing mechanisms and to explore alternative options, for example to assess quantitatively the impact of the modification of variables, such as rates of return, treated as parameters.
We take as independent variables: (1) the balance of foreign trade (― in figure 1), (2) U.S. assets abroad (– –  in figure 2), (3) and (4) the rates of return on the investment of U.S. agents in the rest of the world, and of the rest of the world in the U.S. From these elements, one can reconstruct the trajectories of the assets of foreigners (--- in figure 2), and of all income flows and, in particular, the net income flow (― in figure 3). The model is presented in the box.

Frame 1 - A simple model

The four independent variables are: (1) the net exports of the United States (or balance of trade), Bu; (2) their assets on the rest of the world, Au; (3) the rates of return on the investment of the United States in the rest of the world, ru, and of the rest of the world in the world in the United States, rw. 1. The inflow of income from the rest of the world to the United States, Iu, directly follows from the stock of U.S. assets abroad and the rate of return on investment abroad: Iut = ruAut-1.

2. Symmetrically, the flow of income paid to foreigners is the product of their stock of assets on the United States and rate of return: Iwt = rwAwt-1.

3. The balance of trade plus the balance of income (the inflow minus the outflow for the United States) is the balance of current accounts
, But + Iut - Iwt, which is, by definition, equal to the variation of the external position of the United States, (Aut - Awt) - (Aut-1 - Awt-1).

4. Finally the stock of assets of foreigners is:

Awt = Awt-1 + Aut - Aut-1 + But - ruAut-1 + rwAwt-1
A simple prolongation of trend is performed for the two first exogenous variables: the balance of trade, Bu, and the stock of U.S. assets abroad, Au. The two rates of return, ru and rw, are assumed to be constant and equal to their average value over the period 1984-2003. We make two additional assumptions: (1) After 2003, the GDP in constant dollars goes on growing at its average yearly growth rate over the period 1984-2003; and (2) the inflation rate remains equal to its average value between 1984 and 2003.

As in section 4, consider first assets (--- in figure 2). The results are presented in table 2. The first line of the table is identical with that in table 1 since U.S. assets on the rest of the world is an independent variable of the model and a simple prolongation of trend is assumed. In 2023, the model estimates the assets of foreigners to 137.3% of GDP. The benchmark, 100% of GDP, is reached in 2013. Thus, these two results are similar to those obtained with the straightforward prolongation of trends. This is not so for foreigners' net assets. The model estimates this net stock at 81.4% in 2023, and the benchmark is attained in 2029, that is 11 years earlier than in the previous section.

	Table 2 - The model, Assets (% or year)

	
	Observed value
 in 2003
	Projected value
 in 2023
	100% of 
GDP in

	U.S. assets abroad
	36.3
	55.8
	-

	Foreigners' assets
	71.6
	137.3
	2013

	Net foreigners' assets
	35.4
	81.4
	2029


Consider now income flows as in figure 3, focusing on the income flow paid by the United States to the rest of the world (---). The results are given in table 3. This income outflow grows very rapidly. The ratio to GDP reaches 9.5% in 2023. The benchmark value of 15% is reached in 2040. The net income paid to foreigners reaches 2.9% in 2023, and the benchmark value of 4% is reached in 2030. This outcome is particularly severe for the U.S. economy, supposed to pay to foreigners, in 2030, the equivalent of the total after-tax domestic profits of its corporations, above what the country should receive from the rest of the world. This result is considerably stronger than that obtained as a result of the prolongation of trend.

	Table 3 - The model, Income flows (% or year)

	
	Observed value
 in 2003
	Projected value
 in 2023
	15% [1] 
or 4% [2]
GDP in

	Income from the rest of the world [1]
	3.0
	6.6
	-

	Income paid to foreigners [1]
	2.5
	9.5
	2040

	Net income paid to foreigners [2]
	-0.5
	2.9
	2030


Why does the model lead to a more severe assessment than the prolongation of trends? This is due to the variations of rates of return, as documented in figure 4. Prolonging in a straightforward manner the trends of income flows as in section 4 is equivalent to assuming that the decline of rates of return since 1984 will be pursued. The U.S. economy strongly benefited from this decline, but it is completely unrealistic to assume that such trends will be maintained. Rates would actually be drawn to zero or become negative!

6 - The crucial role of returns: selling dollars

As shown in the two previous sections, the prolongation of trends or the estimates made in the model lead to a continuous deterioration of the external situation of the United States, both in terms of stocks of assets and flows of income. The remainder of this paper explores alternative scenarios. We limit the discussion to net assets and net flows of income.

Given the deteriorating external situation of the United States, foreigners might balk at investing more in this country, in particular at lending more, and begin to sell their dollars:

1. A first possible outcome would be a decline of the dollar. This movement might contribute to the correction of the deficit of trade. (U.S. exports seem to respond to the exchange rate of the dollar). But, as is well known, there is nothing automatic in such adjustments, as the relationship between the United States and Japan exemplifies. In addition, the fall of the dollar would question its international status, a crucial element in the preeminence of the U.S. economy and, in particular, in the domination of its financial sector. This strength is certainly a major factor in the progress of U.S. assets abroad.

2. A second likely outcome would be a rising cost of foreign financing. To date, the United States benefited from a kind of “negative risk premium”, since investing in this country is considered safe. It is not obvious that foreigners will autonomously put an end to their investment in the United States, as evident in the growth of the negative external position of the U.S. Rich classes in many dominated countries are engaged in a strategy of integration in world capitalism by directly investing in the United States, in spite of the cost for their own countries (since this movement is not compensated for by the incoming flows of foreign direct investment). One option would be to invest in euros in Europe. But, to date, Europe does not appear so appealing, as it suffered much more than the United States from the assertion of neoliberalism and is politically weak. Rather than a straightforward denial to invest, the reluctance of foreigners could manifest itself in a rise of the rates of return required to attract their investment. The United States would be compelled to defend its currency by rising interest rates, as other countries do. The model demonstrates the contradiction inherent to such a trajectory, since the rise of the cost of the financing increases the flow of income paid to the rest of the world and, hence, augments the deficit of current accounts and the stock of assets held by foreigners. A spiral would be initiated, culminating in a crisis of the dollar.

Recall that the returns on investment are respectively, in the average for the period 1984-2003, 12.7% for U.S. investment abroad, and 7.5% for foreign investment in the United States. What would be the consequences of a rise of this latter rate? The results of a few estimates are displayed in table 4 (Variant 1).

The table shows very clearly the dramatic effect of such a rise of rates paid to foreigners. Concerning the net assets of foreigners, the year in which the benchmark of 100% of GDP is reached diminishes from 2029, as in the earlier basic estimate, to 2013, when the rate is fixed at the same level as that made by U.S. agents when they invest in the rest of the world. The diagnostic appears even more strikingly when net income flows paid to foreigners are considered. The year in which the intersect with the benchmark is realized declines from 2030 to 2004! This result emphasizes the crucial character of the gap between the two rates of return in favor of the United States.

	Table 4 - Variants

	
	Net foreigners' assets
(observed value in 2003: 35.4%)
	
	Net income paid to foreigners
(observed value in 2003: - 0.5%)

	
	Value in 2023 (%)
	100% of GDP in
	
	Value in 2023 (%)
	4% of GDP in

	Variant 1: Increasing the rate of return, rw, on foreigners' assets

	rw = 7.5% (basic estimate)
	81.4
	2029
	
	2.9
	2030

	rw = 8.5%
	105.5
	2022
	
	6.0
	2017

	rw = 9.5%
	133.8
	2018
	
	9.8
	2011

	rw = 12.7% (= ru)
	263.1
	2013
	
	29.2
	2004

	Variant 2: Raising the yearly increase, , of U.S. assets abroad

	 = 1.0% (basic estimate)
	81.4
	2029
	
	2.9
	2030

	 = 1.5%
	76.2
	2032
	
	2.1
	2039

	 = 2.0%
	70.9
	2038
	
	1.3
	-

	 = 2.4%
	66.8
	2056
	
	0.7
	-

	Variant 3: Stabilizing the deficit of trade, , at a lower level

	 = 4.5% (value in 2003)
	104.1
	2022
	
	4.5
	2021

	 = 4.0%
	91.6
	2026
	
	3.6
	2026

	 = 3.0%
	67.6
	2053
	
	2.0
	-

	 = 2.2% (average 1984-2003)
	48.9
	-
	
	0.8
	-

	Variant 4: Increasing the rate of return, rw , on foreigners' assets (from rw = 7.5% to 9.5%) and stabilizing,  , the deficit of trade at a lower level

	 = 4.5% (value in 2003)
	162.5
	2015
	
	12.2
	2009


	 = 4.0%
	147.3
	2017
	
	11.0
	2010


	 = 3.0%
	118.5
	2020
	
	8.5
	2012


	 = 2.0%
	89.6
	2026
	
	6.1
	2015


	 = 1.0%
	60.8
	2044
	
	3.7
	2026


	 = 0.0%
	31.9
	-
	
	1.3
	-



Conversely, if the United States were able to maintain the very low rates of the early 2000s (figure 4), the situation during those years would be perpetuated, and the threat disappears. This is, in our opinion, very unlikely, since these rates are related to the contraction of the macroeconomy during these years. Consequently, we consider that the variation of rates will not act in favor of the United States. Their manipulation is not a way out, although everything should be done by U.S. authorities to bar a catastrophic deterioration. It is unclear, however, how this latter result could be achieved.

7 - Increasing the pressure on the rest of the world

An obvious way out is to increase even faster the income flow from the rest of the world, that is to stimulate the rise of the stock of U.S. assets on the rest of the world (a greedier imperialism). Note that a faster rise of the stock of U.S. assets results necessarily in a faster rise of the assets of foreigners on the U.S. economy, exactly to the same extent. The rise of the net position of foreigners is unchanged. The positive effect of a faster rise of U.S. assets on the rest of the world follows from the difference on rates of return, whose impact is enlarged when stocks of assets grow faster.
The average yearly increase of the ratio of U.S. assets abroad to GDP, from 1984 to 2003, was 1% (figure 2) (that is the percentage of GDP that U.S. assets represent rose by 1% every year). Raising this yearly increase, the pressure on the U.S. economy is relaxed. A set of results is presented in table 4 (Variant 2). Consider first the net stock of assets of foreigners. With a yearly increase of U.S. assets on the rest of the world up to 2%, the year becomes 2038 instead of 2029; for 2.4%, the year is 2056. A similar result is obtained for the net flow of income which is approximately stabilized under such hypotheses. 

Is it economically and politically feasible? In the latter case above, where net flows of income are stabilized as in 2003, the ratio to GDP of U.S. assets on the rest of the world must be multiplied by 3 in 30 years. (That is a yearly increase of 2.4% during 30 years or, equivalently, a rise from 36% to 108%.) The United States should, therefore, hold three times more securities (stock shares, bonds, etc) and direct investment on the rest of the world, in relation to the GDP of these countries (assuming that they grow at the same rate as the United States).

Consider the example of the French economy. The stock index, called CAC40, is a mix of the stocks of 40 among the largest French corporations. Foreign stock holders, in particular U.S. and British, owned 10% of this stock in 1985; in 2003, the percentage was 44%.
Obviously, multiplying by a factor of 3 is impossible (132%)! It is even difficult to imagine that the percentage of 2003 might be significantly increased. This would mean an overall seizure of the French economy. The situation is similar in other European countries.
 True, the rest of world is vast. Is investment in China a way out? Yes, provided that China is ready for such a capitalist shift, and to sell its capital to the United States.

8 – Controlling the deficit of trade

Another obvious way out is to diminish imports. Indeed, this is the most “sensible” relaxation of these growing tensions. This section tests various hypotheses.

Assume that the deficit of trade (net exports) of 4.5% in 2003 is maintained instead of declining along the trend. Table 4 (Variant 3) indicates that the two benchmarks, for net assets and net income flows, are met in 2022 and 2021, that is earlier than in the basic estimate in section 5. The reason is that the deficit reached in 2003 is above the trend over the period 1984-2003 (figure 1). This larger value of deficit has a severe effect, although the downward trend has been suppressed. For a constant deficit of 3%, the intersects are postponed to 2053, for net assets, and never occurs, for net income flows. If the average over 1984-2003 is maintained the benchmarks are never met.

How difficult is it to diminish the deficit of trade? Besides the willingness of foreigners to financially invest in the United States, which allows for the ongoing deterioration, the internal cause of external deficits is the rate of spending (purchase of goods and services) by households, rather than Government. This is shown in table 5.

	Table 5 – Spendings: Shares in GDP (%)

	
	Average 
1952-1980
	2003
	Variation 
2003-(1952-1980)

	Gross private fixed investment 
        (plus variation of inventories)
	16.0
	15.0
	-1.0

	+ Government (gross investment
        and consumption expenditures)
	20.9
	18.9
	-2

	+ Personal consumption expenditures
	62.6
	70.5
	+7.9

	= Gross domestic spendings
	95.5
	104.5
	+5.0

	+ Net exports
	0.5
	-4.5
	-5.0

	= Gross domestic product
	100
	100
	+0


Comparing the average between 1952 and 1980 to the situation in 2003, one observes that the share of personal consumption expenditures grew from 62.6% of GDP to 70.5%, that is an increase by 7.9%. The same comparison for Government and the investment of the total private sector, that is all business and the housing of households, reveals, in contrast, two declines by respectively 2% and 1%. This observation does not contradict the existence of a deficit of the budget, since Government also pays wages and interest (partly foreigners for interest). But the expenses of Government in goods and services are not at issue. The point is the spending of households in general, whatever the source of their income.

The saving rate of households on their disposable income (in the definition used in NIPA
) fell from 10.8% to 1.4% between 1984 and 2003 (rather steadily year after year). A study of the Federal Reserve shows that this decline of savings is the effect of the behavior of the 20% upper income bracket.
 The savings of this social group were negative in the early 2000s, meaning that they were going into debt, instead of being the main providers of savings as before neoliberalism. Thus, the increase of the share of consumption in GDP, by 7.9%, can be imputed to this fraction of households.

The continuing fall of the stock market might contribute to the reduction of spendings, assuming that it was a significant factor of excess consumption. One should, however, observe that the fall of the stock market beginning in 2000 neither slowed consumption, which went on rising up to the beginning of 2003, nor interrupted the hike of households' debt.

Whatever the mechanisms, diminishing the consumption of the better-off fraction of the population will be very unpopular among these groups and is at odd with neoliberal trends. Obviously, the problem is highly political, since these groups provide the electoral and, more generally, political basis on which the upper capitalist classes imposed the neoliberal order.

Obviously, the variants considered here are not exclusive. One may wonder, for example, what could be the effect of stabilizing the deficit of trade, but under the assumption that the gap between the rates of return on assets will be diminished to some extent in favor of foreigners. This type of combinations may be judged more realistic.

The result of such a mix, in a rather favorable configuration for the U.S. economy, is presented in table 4 (Variant 4). Assume that the rate paid to foreigners rises from 7.5% to 9.5%, still significantly below the rates on U.S. assets abroad. The table shows that stabilizing the deficit at 2% leads to a rather severe situation for the United States. The benchmarks are reached in 2026 for the net stock of assets of foreigners, and 2015 for net income flows to their advantage.

9 - Changing for the worst or for the best?

A strange imperial configuration is reached, where income is pumped from the rest of the world quite efficiently but the deterioration of the external position of the United States, due to excess imports, leads to a situation in which practically what is extracted from the rest of the world is distributed to the rest of the world. In this puzzling configuration of imperialism, distinct social groups are at issue, as the upper classes of countries of the periphery may invest in the United States and be remunerated as such, while large flows of income are extracted (for example, as the interest on the debt of the periphery) by the United States from these same countries.

Gradually, the supply of funds by the rest of the world to finance consumption and accumulation in the United States will be at the origin of a significant drain on capital income in this country. Of course, the growing bias of income distribution in favor of upper classes in the United States, on U.S. domestic grounds, may correct to some extent for the external drain. At a very general level of analysis, it is, however, hard to imagine that the ruling classes of the leading imperialist country may preserve their domination on the rest of the world in the long run, without saving that is at the cost of a rising international “debt”. If U.S. capitalists want to go on ruling the world they need to behave—economically (as well as politically and militarily).

Given the complexity of the macroeconomic trajectory of the U.S. economy in the early 2000, only one thing is sure: This trajectory cannot be maintained. Hence, things will change. This is the modest but firm conclusion of this paper. But they may change for the best or for the worst.
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� In particular, G. Duménil, D. Lévy, 2004b ; and 2004c. Our more general framework of analysis is presented in 2004a.


� G. Duménil, D. Lévy, 2004c.


� G. Duménil, D. Lévy, 2004d.





� A discussion of the low rates of return for foreign direct investment in the United States can be found in : R.J. Mataloni, 2000.


� G. Duménil, D. Lévy, 2004a, figure 13.1.


� In 2003, the total capitalization at market prices of all nonfinancial corporations amounted to nearly the same percentage of GDP (81% instead of 84%) than their net worth (after the peak at 147% in 2000). So the ratio would be about the same considering market value.


� Profits retained abroad by corporations are included.


� Abstracting from “Unilateral current transfers” (U.S. government grants, private remittances and transfers...).


� C. Ducourtieux, 2003.


� C. Ducourtieux, 2003.


� National Income and Product Accounts (Bureau of Economic Analysis).


� D. Maki, M. Palumbo, 2001.


� These observations did not remain unnoticed : “At the same time that consumers have increased debt loads, their asset holdings have declined in value. Soaring real estate values only partially offset the effect of declining stock values, leaving household net worth $ 4.2 trillion lower at the end of 2002 than it was at the start of 2000. This increased leverage raises the possibility that consumer spending will not remain the leading driver of economic growth going forward” (S. Burhouse, 2003).





